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Growth Capabilities and Development:
Implications for Transition Processes in Cuba

Roger R. Betancourt

IRIS Summary

Two conceptual issues are addressed in this paper: the distinction between growth and
development and the definition of the standard of living. By separating these two issues at the
conceptual level, it becomes easier to analyze and implement a novel definition of the standard
of living in terms of capabilities put forth by Sen and adopted by the United Nations in its
Human Development Report. As a result, one can develop some of the implications of viewing
the capabilities approach to the standard of living in terms of the household production model.
Upon reviewing the principal ways of implementing the capabilities approach from this
perspective, these ideas are applied to the analysis of transition processes currently under way
in Cuba.

If one views economic development as a process whereby a society consistently increases
the standard of living of a substantial proportion of its population, the essential distinction
between growth and development falls on the word consistently. That is development implies
the ability to adapt to changes in the external environment in such a way as to continue to
increase the standard of living, however defined. Growth, on the other hand, is consistent with
the existence of long periods of stagnation in the standard of living. This applies to the
capabilities view of the standard of living as well as to the narrower economic opulence view
implied by the use of per capita GNP as a measure of the standard of living. It also implies that
these precesses are likely to be characterized by path dependence. That is the evolution of the
process over time depends on the previous history of the process. Thus, the usefulness of any
particular definition of the standard of living is considerably increased when it leads us to
mechanisms that improve our understanding of these evolutionary processes.

The capabilities view of the standard of living stresses the cxistcnce of several dimensions
of well being that allow individuals to attain their potential as human beings: health, education,
command over economic resources and in some versions access to political and civil liberties.
It is shown in this paper that the household production model provides an insightful economic
mechanism for viewing the standard of living in terms of these capabilities. In particular, many
of these dimensions of capabilities are determined by the availability of resources provided to
households by other institutions in society. For instance, public goods such as the access to safe
water provided by governments of distribution services such as information or assortments
provided by retail institutions. These resources act as fixed inputs into households production
functions, hence lowering the costs to producing these capabilities to households; they operate
as outputs for other institutions, thus using up resources. Consequently, a society’s arrangement
for producing a given level of capabilities is subject to potential cost shifting between the
household and other institutions, leading to the possibility of a wide variety of optimal
arrangements depending on the economic characteristics of the environment.



These basic ideas are used to evaluate current attempts at measuring capabilities and at
implementing this approach. They point to the difficulty of using measures that fail to track the
evolution of the standard of living over time or that ignore certain features of evolutionary
processes, such as the existence of externalities that generate threshholds for example. The
household production model suggests that targeted food subsidies may be viewed as an
alternative to health expenditures as a mechanism for expanding capabilities. The distinction
hetween growth and development emphasized here suggests including the political and civil
liberties dimensions in any definition of the standard of living in terms of capabilities.

An application of these ideas to the analysis of the Cuban experience starts by noting the
dismal current economic situation and its recent evolution. A comparison to Chile and Costa
Rica in terms of basic capabilities suggests that emphasis on some dimensions to the total neglect
of other dimensions of capabilities is not sustainable. Indeed, there are trade-offs between
different dimensions of the standard of living. Finally this experience illustrates that the
inclusion of political and civil liberties as an explicit dimension of capabilities provides a
mechanism whereby these trade offs can be systematically undertaken by a society, which is itself
part of the standard of living and of the development process.
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I. Introduction

Some fundamental issues about the nature of economic development
have been questioned in the recent literature.! The distinction between
growth and development, which will play an important role in my
subsequent discussion, is one; another one concerns the definition of
the standard of living, which has been the subject of a recent treatise
by P. Dasgupta, a prominent economic theorist.2 Concern about pov-
erty has moved discussions of the standard of living from the philo-
sophical and conceptual realm to the practical realm of development
policy. Indeed, the United Nations has espoused a particular approach
to the subject, often referred to as the capabilities approach. This
article will focus on the following two issues, ways of implementing
the capabilities approach and the application of the capabilities ap-
proach to Cuba’s development.

In Section II, I show that an essential distinction between growth
and development is independent of any particular definition of the
standard of living. The capabilities view of the standard of living and
its relationship to the household production model is considered in
Section III. In particular, I stress the role of other institutions in pro-
viding fixed inputs to households, which leads to a considerable poten-
tial for cost shifting between households and other institutions. Section
IV discusses various ways of implementing the capabilities approach
described in the literature in light of the ideas in the previous two
sections. In Section V, I use the ideas developed earlier in this article
to discuss Cuba’s role as an outlier from the perspective of the capabili-
ties approach, current economic conditions, and the transition pro-
cesses under way. A brief conclusion highlights one implication of the
capabilities approach for Cuba’s current situation and the implications
of Cuba’s experience for the capabilities approach.

© 1996 by The University of Chicago. All rights reserved.
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II. The Meaning of Economic Development

S. Anand and M. Ravallion provide a recent example of how the dis-
cussion of economic development is frequently framed.? One view is
expressed by the following statements: ‘‘Development is often taken
to mean rising incomes. A still common view equates development
with growth, though there has been a shift in emphasis since the 1970s
to a focus on the distribution of incomes.”” The following statement
describes an alternative view: ‘‘The essence of this view is that human
development—what people can actually do and be—is the overriding
purpose of economic development.’’ The first view is characterized as
mainstream and assomated with the World Development Report put
out by the World Bank.* The second view can be characterized as
nonmainstream, by default, and is associated with the Human Devel-
opment Report put out by the United Nations.?

Framing the issue of the meaning of development in terms of the
alternatives discussed above may be useful for certain purposes. but
it lumps together a potential distinction between growth and develop-
ment and alternative definitions of the standard of living. The first view
1mphes a narrow definition of the standard of living in terms of income,
as purchasing power over goods and services, although it allows for
some correction to income on the basis of its distribution. The second
view implies a much broader definition of the standard of living, which
could encompass freedom, health, and education as well as income.®
Both alternatives, however, are consistent with a distinction between
growth and development.

The distinction between these two concepts has had an uneven
history. In an essay on the semantic history of the term ‘‘economic
development,”” H. Arndt points out the Marxist origins of the term
and how it evolved from colonial times through the postwar years.’
He quotes W. A. Lewis as well as others to show that by the late
1950s the terms ‘‘growth’ and ‘‘development’ were being used inter-
changeably. He concluded by noting that in the subsequent 20 years
development economists tried to break down the identification of
growth with development.

Recent developments in economics suggest, however, that the
distinction between growth and development is becoming blurred once
more. First, the conventional wisdom that modern cconomic growth
results mainly from-the application of science and technology to pro-
duction processes has been challenged by economic historians, who
point to the role of institutions in this process.® Having to account for
the role of institutions in explaining growth makes it harder to distin-
guish between growth and development. Second, the development of
endogenous growth models opens the door for economic policy to
affect outcomes.” Once again, accounting for economic policy in ex-
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plaining growth makes it harder to distinguish between growth and
development.

By considering the following working definition of development
and what it implies, we can draw a meaningful distinction between
growth and development that encompasses the two views of the stan-
dard of living implicit in Anand and Ravallion’s discussion. That is,
economic development is a process or set of processes whereby a
society consistently experiences increases in the standard of living of
a substantial majority of its population.

If one accepts that economic processes are characterized by nov-
elty, irreversibility, and hysteresis, ! the essential distinction between
growth and development falls on whether or not these processes result
in an improvement in the standard of living, however defined, over
long periods of time. The practical significance of this distinction is
that over long periods of time environmental circumstances change,
and in modern times dramatically so. Development implies that the set
of processes determining the functioning of a society, even if unique to
that society, allow it to adapt to this fundamental uncertainty in such
a way as to improve the standard of living of most of its members.
Growth, on the other hand, can be followed by long periods of stag-
nation.

No matter what definition of the standard of living one adopts,
the relevant question to distinguish between growth and development
is how the standard of living of the majority of the population evolves
in response to changing circumstances. Hence, any definition of the
standard of living, if it is to be useful, should yield mechanisms that
pcrmit an improvement in our understanding of these evolutionary
processes. In the next section I consider the conceptual basis of the
standard of living underlying the Human Development Report and sug-
gest one way of implementing this definition that provides a mechanism
for linking the standard of living thus defined and the economic and
political processes that determine its evolution.

III. The Standard of Living and the Household Production Model
In the Tanner lectures A. Sen brings together many of the ideas devel-
oped earlier to suggest a definition of the standard of living in terms
of capabilities and functionings.!! Sen qucstions the use of average
GNP or GDP as an indicator of the standard of living, especially as
the sole indicator. He also provides a conceptual basis for considering
social indicators or basic needs standards as measures of functionings
or realized capabilities that intrinsically make up the standard of living
rather than as supplements to GDP as a measure of true opulence,
which is the current view that Sen is questioning.

In a discussion of Sen’s arguments in connection with the Tanner
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lectures, J. Mucllbauer brings out the similarities between Sen’s view
of capabilities and the household production model.'? In this con-
text market goods, environmental inputs, and personal characteristics
are the sources of the capabilities set or the set of feasible func-
tionings.

In his reply Sen accepts the validity of the analogy but questions
its usefulness. In particular, he argues that many of the functionings
are produced at least as much outside the household as inside it, for
example, the case of public policy against epidemics. This objection
lacks substance in many settings. One can view a functioning or level
of a fundamental commodity to be produced as the state of health and
one can conceive of it as produced with variable inputs chosen by the
households and with fixed inputs made available to the household by
the state or society. Hence, state-produced public policy against epi-
demics can be viewed as providing higher or lower levels of fixed
inputs into the household production activities.

It is misleading to ignore or underestimate this connection in either
measuring the standard of living, which concerns Sen, or explaining
behavior, which is the concern of some proponents of the household
production model.!? Underestimating or ignoring the connection leads
to the neglect of a fundamental economic interaction between house-
holds and other institutions that constitute any society. For instance,
if a society is so constituted that the public provision of safe water by
a community takes place at low or even zero levels, a household’s
standard of living is negatively affected. One can think of an increase
in the provision of this public good as an increase in the level of a
fixed input to the household. The latter uses this input to produce
health services at a lower cost than it could otherwise, and, as a result,
its standard of living increases, after allowing for the taxes necessary
to cover this public expenditure. Moreover, this view clearly illustrates
that there is a potential shifting of costs between the household and
society in the production of a given level of this functioning. A particu-
lar level of this dimension of the standard of living may be more effi-
ciently provided if the state uses resources to produce safe water than
if every household has to produce it on its own through, for example,
the purchase of bottled water. Thus, neglect of this aspect of the house-
hold production model leads (o ignoring important economic consider-
ations in determining the standard of living defined in terms of realized
capabilities or functionings.

This fundamental economic interaction between households and
other institutions is quite pervasive, and it is not limited to the provi-
sion of public goods by governments. For instance, in the household’s
interaction with retail systems one can conceive of the distribution
services provided by retail firms as fixed inputs into household produc-
tion activities."* Higher levels of these services lower distribution or
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purchasing costs for households while they increase production costs
for the firms that provide these services. Depending on environmental
factors, different societies end up with different configurations in the
allocation of these costs between households and retail firms and in
attaining different standards of living in terms of the capabilities af-
forded by these different configurations.’ It is interesting that a similar
point is embedded in Hart’s comparison of West African and British
societies in connection with the Tanner lectures.!6

Most economists are interested in the standard of living as a mea-
suring rod for understanding, guiding, and evaluating its evolution and
in the pursuit of policies aimcd at improving well-being. If this is the
ultimate focus of the inquiry, it is not sensible to ignore an important
economic mechanism that affects this concept when measured in terms
of capabilities. The level of any household’s capabilities is going to be
substantially affected by the presence or absence of many fixed inputs
provided by other institutions.!’

IV. Implementing the Capabilities Approach

An obvious starting point for this discussion is the human development
index (HDI) put forth by the United Nations. In its own words, ‘“The
HDI is an unweighted average of the relative distances measured in
longevity, education and resources. . . . It is a minimal measure. For
a country that has achieved a high value of the HDI, the question then
arises about other dimensions in which people can grow.”’!® Several
problems arise with this index: intertemporal comparisons require
fixed goalposts, not relative ones, the equal weights are arbitrary, and
the selection of these three dimensions over others, such as freedom
and human rights, gives predetermined answers, which may be inap-
propriate, to relevant questions. The United Nations rcport provides
a summary of debates on these and other issues. Here I emphasize
the difficulty of understanding how the standard of living evolves over
time if measured in terms of the index, and the a priori decision to
relegate issues of freedom and human rights to a subsidiary position
in the standard of living.!*-

Before proceeding, it is worth noting that the Human Develop-
ment Report provides useful information on many individual dimen-
sions of what the standard of living can be. Hence, rejection of a
particular-version of the HDI implies nothing about the merits of the
substantial amount of information provided in the report. Empirically
speaking, it is only one table out of 52; substantively speaking, the
issues raised in the report are worthy of attention even if all versions
of the index were to be judged as fundamentally flawed for certain
purposes.

A somewhat less controversial approach was put forth recently
by N. Kakwani. He forgoes the notion of weighting different dimen-
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sions of the standard of living into an overall index and, instead, con-
centrates on defining an index of achievements or functionings for any
dimension that has desirable properties, which are defined axiomati-
cally. Since the aggregate measures of well-being considered by Kak-
wani (life expectancy at birth, infant mortality, and literacy rate) have
asymptotic limits, reflecting physical and biological maxima (M), he
proposes an achievement index for each one that captures this feature
as well as the existence of a minimum (M,). This leads to an index
that ranges between 0 and 1. Kakwani also imposes an axiom (5) on
the index that is justified as follows: “‘As the standard of living reaches
progressively higher limits, incremental improvements should require
much greater resources than similar incremental improvements from
a lower base.””?

While the property incorporated into this last axiom may be appro-
priate for indicators of health, for example, life expectancy and infant
mortality, it is not necessarily appropriate for indicators of other di-
mensions of the standard of living, for example, literacy and average
GDP. The main point is a conceptual one. If at a particular level of an
indicator there are important thresholds or network externalities or
fixed costs that need to be overcome in order to generate a given
improvement, the resources required to overcome these factors will
be greater than what is necessary to make further improvements. For
example, when the literacy rate is very low it may require greater
resources to improve it than when literacy is at medium or high levels.
A simple example generates this result: assume that some fraction of
the literate population will teach its children to read and write; other
things being equal, in this setting a country with a 10% literate popula-
tion has to devote a greater amount of societal resources to provide
literacy to an additional 1% of thc population than if it had a 20%
literate population.

In the case of average GDP, there are also theoretical reasons to
expect the nonlinearity in the indicator to exhibit nonconvexities,
which violates Kakwani’s axiom 5. For instance, C. Azariadis and
A. Drazen develop a model in which, if threshold externalities are due
to the attainment of a critical mass in human capital, multiple balanced
growth paths and development take-offs become possible. In looking
at evidence in support of this model, they note that no countries were
able to grow quickly during 1940-70 or 1960-80 without the benefit of
a highly qualified labor force at the beginning of the period. A qualified
labor force was measured during the periods 1940~70 and 1960—80 by
the literacy to GNP ratio and the literacy to GDP ratio, respectively.?!
Fixed costs due to infrastructure needs can generate the same type of
nonconvexities. The achievement index developed by Kakwani as-
sumes away the existence of these possibilities.

Rather than focus on mechanical indexes and their properties, an
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alternative approach is to assess, however imperfectly, the efficacy of
arrangements aimed at providing basic capabilities to the poor.
J. Dreze and Sen identify two strategies: growth-mediated security
and support-led security.” More recently, Anand and Ravallion have
identified three views: capability expansion through economic growth,
capability expansion through poverty reduction, and capability expan-
sion through social services.”> Concentrating on life expectancy at
birth, they show that evidence from a cross section of 22 countries
indicates that one-third of the improvement in this capability arises
from poverty reduction while the other two-thirds is due to increased
spending on hcalth. They offer a number of caveats: results may differ
from country to country and over time for a single country; the results
do not hold up for literacy rates; and the results may be sensitive to
certain measurement or econometric problems.

The household production model provides an interesting view of
these results. If we define Z, as onc of the capabilities generating
satisfaction and associated with life expectancy, and if we define Z,
as an aggregate of other capabilities, we can describe their results as
shown in figure 1. Increases in social services shift the household’s

Z

B
\\\

FiG. 1.—Capability expansion and the household production model
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production possibility frontier, as indicated by curve C in figure 1.
Poverty reduction through income growth shifts the household’s possi-
bility frontier as in curve B. If one is interested only in achievements
in life expectancy, increased social services appear to be the superior
alternative; if one is interested in expanding capabilities, however, this
conclusion no longer follows even within the capabilities framework.
Indeed, even in the context of increased social services one can view
curve C as describing opportunities increased through health expendi-
tures and curve B as opportunities increased through targeted food
subsidies. An evaluation of the effectiveness of alternatives in either
case has to take into account the potential for cost shifting between
the household and the institutions providing social services.

At least three other issues are worth discussing in connection with
these results and the capabilities approach in general: the scope of
development economics, hysteresis, and the role of freedom and hu-
man rights. Poverty and its elimination or amelioration is one of the
main topics of development economics, but it is not the only topic.
While the capabilities approach may be especially suited to address
problems of poverty, conceptually it is not limited to that topic. In-
deed, it would be a significant intellectual loss for both the study of
poverty and of development if this separation were to take place. At
low levels of development, the issue of poverty attracts greater atten-
tion because it affects more people and it entails greater suffering. The
cmphasis on poverty alleviation through the capabilities approach is
of special interest because it suggests choices to be made at low levels
of development measured in conventional ways. Hence, Sri Lanka and
other outliers in the sense of greater poverty reduction at comparable
low levels of development provide interesting case studies. The ques-
tion is, Do they support the view that “policy intervention can play a
role in the promotion of human development independently of the
promotion of aggregate affluence’’ 2%

From the point of view of development economics the answer is
far from settled. Anand and Ravallion note that Sri Lanka’s record of
government intervention in health and education goes back (0 the
1920s, and they obtain results similar to their cross-section analyses
for a time series regression of infant mortality rates (1952-81). Kak-
wani also identifies Sri Lanka as an outlier with respect to life expec-
tancy at birth and infant mortality, in terms of his achievement index
for both 1971-80 and 1981-90. He also notes a shift in policies af-
ter 1977 from a welfare-oriented development strategy to a growth-
oriented one and a major policy switch from food subsidies to a means-
tested food stamps program that led to **enormous savings . . . directed
to production and employment activities.”> If a factor for the change
in policies was the drag on growth generated by the earlier welfare
policies, one cannot conclude that the role of policy interventions in

i
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promoting human development is independent of the promotion of
aggregate affluence.2

What the above considerations suggest is that the phenomenon of
hysteresis is as relevant to discussions of poverty alleviation as to
development regardless of whether or not one adopts the capabilities
approach to either or both. If one admits to the possibility of optimal
sequences in either instance, one has to confront the reality that a
choice for social services provision over poverty reduction through
income growth may be a sensible strategy for capability expansion in
some stages and not a sensible one in other stages.” Incidentally, a
switch in policies generated by a democratic process and resulting in
a higher standard of living for a majority of the population can be
interpreted as an important sign of development.

A similar phenomenon arises when discussions of capability
expansion are extended to other countries that can be viewed as outli-
crs. For instance, one of the most significant events of our century
has been the demise of communist societies in the former Soviet Union
and in Eastern Europe. These societies were characterized by cxten-
sive government intervention to secure minimum levels of certain
capabilities for the vast majority of their population. If one looks at
their achievement in the health area through the main indicator in the
capabilities approach, one finds that life expectancy at birth for these
countries went from 67.7 in 1960 to 70.3 in 1990. Comparable figures
for the Organization for Economic Cooperation and Development
(OECD) countries are 69.6 in 1960 and 76.4 in 1990.% By this measure
capability expansion was greater in the OECD countries than in the
former Soviet Union and Eastern Europe. Even if performance in the
early postwar period had been superior for the latter compared with
the former, the issue of hysteresis with respect to the most sensible
choice between poverty reduction through income growth and provi-
sion of social services remains.

Discussion of transition societies immediately brings to the fore
extensions of the capabilities approach to the dimension of freedom
and human rights. There is no agreed on measure of capabilities in this
area,” but one can argue that the demise of communist societies after
1989 represents an expansion of the capabilities for freedom and hu-
man rights for most of their members. This expansion is taking place
at a fairly high cost for many in terms of affluence in the short run and
possibly in terms of basic capabilities.

Alternatively, the accomplishments in expansion of some basic
capabilities by right-wing dictatorships in South Korea and Chile have
been noted by proponents of the capabilities approach.’! Is there more
than a casual connection between the accompanying suppression of
freedom and human rights and these successes? Are the democratiza-
tion processes under way in South Korea and Chile capable of continu-

T e
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ing or at least preserving the earlier gains in other dimensions? If
so, were these sequences of dictatorship to democracy necessary or
historical accidents? There are no clear-cut answers to these ques-
tions,”” but they are worth keeping in mind when assessing policy
implementations.

V. Implications for Transition Processes in Cuba

Cuba represents an outlier in terms of the capabilities approach. I'rom
its inception, the Cuban revolution has devoted a substantial amount
of resources to improvements in health and education through social
spending in these sectors and to the maintenance of a minimum stan-
dard of consumption through a rationing system. The results in terms
of available capability indicators are as follows: life expectancy at birth
increased between 1960 and 1990 by 11.6 years; infant mortality rates
over the same period declined by 51 per 1,000; and adult literacy rates
increased by 7 percentage points between 1970 and 1990. Comparable
numbers for Chile and Costa Rica, respectively, are, for life expec-
tancy increases, 14.7 years and 11.7 years: for infant mortality de-
clines, 97 per 1,000 and 70 per 1,000; and for literacy rate increase,
4% and 5%.% All three countries are grouped by Dreze and Sen as
providing support-led security.**

The following gives some perspective on these improvement indi-
cators. In 1960 Cuba was ahead of the other two countries with respect
to the two health indicators and it remained ahead, but by a smaller
margin, in 1990. With respect to literacy, Cuba was slightly behind the
other two in 1970, and slightly ahead in 1990. If we consider indicators
of economic well-being, most observers would place Cuba at the top
of Latin America in terms of GNP per capita in the 1950s.35 P. Das-
gupta notes the similarity in population size and national income during
the early 1980s between Chile and Cuba.36 Nonetheless, looking at
GDP per capita in 1990 international comparison project dollars we
find the following: Cuba, 2,200; Chile, 5,099; Costa Rica, 4,542.37 It
would take a rather dramatic correction for inequality to bring the
other two countries down to Cuba’s level. Moreover, these two coun-
tries are among those singled out by Dreze and Sen for their perfor-
mance on behalf of the poor.3

1o sum up, Cuba’s performance in the capabilities dimensions of
health and education from 1960 until 1990 has been similar to Chile’s
and Costa Rica’s. In the economic well-being dimension of capabili-
ties, however, it has been a decidedly inferior performer compared
with Chile and Costa Rica during the same period. Finally, a similar
conclusion follows with respect to Cuba’s performance in the area of
freedom and human rights relative to Costa Rica or even to Chile.
These current levels of accomplishment in various dimensions of capa-
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bilities, as well as the paths leading to them, have important implica-
tions for the transition processes now under way in Cuba.

Current economic conditions in Cuba are dismal. C. Mesa-Lago
presents estimates of decline in GDP for 1990, 1991, and 1992 from
nine different sources, including Castro, Cuban economists (Carranza,
Monreal), and outsiders ranging from Mesa-L.ago to Zimbalist. The
smallest decline in any one of the 3 years is 5% the largest is 35%.%
Two fundamental economic characteristics of the current situation are
dramatic decreases in oil imports and a substantial reduction in reve-
nues from sugar.*’ These considerations suggest that since 1990 Cuba
has fallen farther behind Costa Rica and Chile in the economic dimen-
sion of well-being. Indeed, by 1990 Cuba already ranked below Ecua-
dor, Paraguay, and the Dominican Republic in this dimension at the
aggregate level, and it may very well be joining the ranks of the poorest
of the poor among Latin American countries in terms of economic
well-being.

Cuba’s levels of achievement in health and education capabilities
indicators remained substantially above those of Paraguay, Ecuador.
and the Dominican Republic in 1990. Since these indicators are aggre-
gate and reflect long-run trends because of their nature as stocks, it is
unlikely that the deterioration in economic performance will bring
Cuba close to these countries’ levels of achievement in the next 10
years.*! For instance, Mesa-Lago points out a variety of measures
available during the current crisis that would permit a significant cut
in health and education expenditures but help maintain earlier accom-
plishments.* With respect to freedom and human rights, however,
there are indications of attempts to increase the level of repression.
An example is the creation of rapid deployment squads with special
access to oil supplies in order to suppress quickly public manifestations
of dissent; another is the public repudiations of dissenters.*3

One can easily interpret, or misinterpret, the capabilities approach
to the standard of living as implying that there are no trade-offs be-
tween dimensions. As Dasgupta points out, however, it is not neces-
sary to do s0.* The current situation in Cuba and the earlier discussion
on the importance of hysteresis in the evolution of the standard of
living suggest that the economic dimension of well-being is acquiring
a priority in Cuba that is comparable only to what existed during its
population decline due to the War of Independence a century ago. A
priority is the beginning of a trade-off.

Reluctantly, the Cuban government has adopted a number of mea-
sures that indicate the high priority given at this time to the economic
dimension of well-being. Recent changes are the promotion of foreign
investment, international tourism, and diversification of international
trade. While some efforts in these directions existed earlier, they have
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been identified recently as the three pillars of a new opening.* Liberal-
ization of private self-employment activity in some trades was ap-
proved during the 4th Party Congress in 1991. A substantial increase
in black market activity is a fact of life.* An announcement of agricul-
tural sector reforms took place in September 1993 and fiscal reform
measures were announced in May 1994,

Undoubtedly the most dramatic economic measure adopted was
making the dollar legal tender in July 1993. It is notable because it
legalized privileged access to wealth by individuals with ties to the
exile community and access to the international trade sector. It repre-
sented a significant redistribution of income from faithful party cadres
without access to the international trade sector toward individuals sus-
pected of doubtful support for the regime. It is not surprising that in
May 1994 a reversal of this measure was announced. A new peso,
convertible into dollars at a government set rate, was proposed to-
gether with severe, rctroactive sanctions for illicit transactions. By
setting the exchange rate, a dollar tax can be collected. By increasing
the sanctions for the now illicit dollar transactions, substitution toward
the black market is discouraged. Obviously the current crisis is forcing
Cuba’s decision makers to consider a number of uncertain trade-offs
between improving economic well-being and repressing political capa-
bilities.

One of the mechanisms used in Cuba to assure an equitable distri-
bution of a minimum of economic well-being has been a rationing sys-
tem. The importance of its role in the distribution system has fluctuated
inversely with the general level of prosperity.*” A stark view of the
economic situation is provided by the changes in the monthly per cap-
ita quota officially available between mid-1989 and 1991-92.% Clark
identified five itcms as freely available in mid-1989 (small fish, butter,
eggs, bread, and beer) that are also reported by Mesa-Lago for late
1991-early 1992. At the latter date small fish were available at 0.67
pounds per month, butter was not available, eggs were available at 20
per month, bread was available at 5 pounds per month, and beer was
available at 24 bottles per month. Beef and chicken were no longer
available in the official amounts in 1992; black beans were seldom
available, although the official quota for beans was higher in 1992 than
in 1989. Rice, milk, coffee, and sugar remained the same as in 1989 and
officially available cigarettes increased from three packages a month to
four. Finally, it is reported by Mesa Lago that the daily caloric intake
declined from 2,835 in 1989 to 2,000 in 1992, which is below the mini-
mum standard set by the World Health Organization.

If development implies the ability of a society to consistently in-
crease the standard of living of a substantia] majority of its population,
in the last 33 years Cuba has done well with respect to health and
education but not necessarily better than some of its neighbors such
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